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The accompanying notes are an integral part of these Financial Statements. 

 

FORENT ENERGY LTD. 
Statements of Financial Position 
As at September 30, 2011 and December 31, 2010 and January 1, 2010 
(Canadian dollars)(unaudited) 

 
  

September 30,  
2011 

 
December 31, 

2010 

 
January 1, 

2010 

 
Note ($) ($) 

(note 16) 
($) 

(note 16) 

ASSETS    

     

Current assets     

    Cash and cash equivalents  1,512,041 590,609 1,701,523 

 Accounts receivable  899,391 2,193,372 667,541 

 Prepaids and other assets  118,787 56,215 164,315 

  2,530,219 2,840,196 2,533,379 

Non-current assets     

Property, plant and equipment, net 8 5,730,997 6,572,171 5,518,599 

Exploration and evaluation assets 9 6,350,676 4,685,993 1,285,197 

Other long term assets  75,000 185,000 - 

Total non-current assets  12,156,673 11,443,164 6,803,796 

Total assets  14,686,892 14,283,360 9,337,175 

     

LIABILITIES     

     

Current liabilities     

 Accounts payable and accrued liabilities   944,250 2,033,103 1,350,454 

 Deferred liability  12 562,750 585,152 295,243 

     

Non-current liabilities     

Decommission obligation 13 631,127 615,471 499,762 

Deferred income tax liability  425,755 45,007 154,315 

Total non-current liabilities  1,056,882 660,478 654,077 

Total liabilities  2,563,882 3,278,733 2,299,774 

     

SHAREHOLDERS’ (DEFICIENCY)/EQUITY     

     

 Common shares 10a 17,382,493 15,349,356 10,195,389 

 Warrants 10b 766,176 1,436,229 713,781 

 Contributed surplus 10d 2,414,639 1,455,608 1,251,621 

 Accumulated deficit  (8,440,298) (7,236,566) (5,123,390) 

Total shareholders’ equity  12,123,010 11,004,627 7,037,401 

Total shareholders’ equity and liabilities  14,686,892 14,283,360 9,337,175 

     

Commitments 14    

Subsequent event 17    
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The accompanying notes are an integral part of these Financial Statements. 

 

 
FORENT ENERGY LTD. 
Statements of Earnings and Comprehensive Income (Loss) 
For the three and nine months ended September 30, 2011 and 2010 
(Canadian dollars)(unaudited) 

   
Three 

months 
ended 

September 30, 
2011 

 
Three  

months  
ended 

September 30, 
2010 

 
Nine 

months 
ended 

September 30, 
2011 

 
Nine 

months 
ended 

September 30, 
2010 

 Note ($) ($) 
(Note 16) 

($) ($) 
(Note 16) 

     

     
Sales and other operating revenues,  

net of royalties 6 916,923 773,448 3,135,088 1,550,593 

      

      

Exploration and evaluation expense 9 246,989 101,000 253,443 330,477 

Production and operating expenses  609,455 448,011 1,848,299 961,771 

Depletion and depreciation 8 312,896 452,070 1,194,927 1,191,509 
General and administrative 

expenses  160,287 242,306 845,609 777,312 

Share based compensation 10c 54,261 62,967 217,298 173,055 

Loss on disposal of assets  116,763 - 116,763 - 

Operating loss  (583,728) (532,906) (1,341,251) (1,883,531) 

      

Finance      

Financing income  4,766 (22,361) 5,243 (4,309) 

Finance costs 7 (6,348) (18,509) (19,498) (32,708) 

Net finance expenses  (1,582) (40,870) (14,255) (37,017) 

      

Loss before income tax  (585,310) (573,776) (1,355,506) (1,920,548) 

Income tax reduction  (44,549) (76,303) (151,774) (232,835) 

Net loss and comprehensive 
income for the period  (540,761) (497,473) (1,203,732) (1,687,713) 

      

Basic and diluted loss per share 11 - ($0.01) ($0.01) ($0.02) 
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The accompanying notes are an integral part of these Financial Statements. 

 

 

FORENT ENERGY LTD. 
Statements of Changes in Equity 
As at September 30, 2011 and December 31, 2010 and January 1, 2010 
(Canadian dollars)(unaudited) 

        

       

  
Common 

Shares Warrants 
Contributed 

Surplus 
Accumulated 

Deficit 

Total 
Shareholders’ 

equity 

 Note ($) ($) ($) ($) ($) 

Balance at January 1, 2010 10,195,389 713,781 1,251,621 (5,123,390) 7,037,401 

Asset acquisition for shares 10a 81,969 - - - 81,969 

Issue of common shares 10a 3,445,734 - - - 3,445,734 

Share issue costs, net of tax 10a (24,644) - - - (24,644) 

Issue of warrants 10b - 722,448 - - 722,448 

Share based payments 10c - - 173,055 - 173,055 

Loss for the period   - - - (1,687,713) (1,687,713) 

Balance at September 30, 2010 13,698,448 1,436,229 1,424,676 (6,811,103) 9,748,250 

(note 16)       

Balance at January 1, 2011  15,349,356 1,436,229 1,455,608 (7,236,566) 11,004,627 

Issue of common shares 10a 1,688,250 - - - 1,688,250 

Share issue costs, net of tax 10a (165,962) - - - (165,962) 
Exercise of warrants for 
common shares 10a 510,849 (306,737) 306,737 - 510,849 

Issue of warrants 10b - 23,034 - - 23,034 

Expiry of warrants 10b - (386,350) 386,350 - - 

Share based payments 10c - - 265,944 - 265,944 

Loss for the year   - - - (1,203,732) (1,203,732) 

Balance at September 30, 2011 17,382,493 766,176 2,414,639 (8,440,298) 12,123,010 
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The accompanying notes are an integral part of these Financial Statements. 

 

 
FORENT ENERGY LTD. 
Statements of Cash Flows 
For the three and nine months ended September 30, 2011 and 2010 
(Canadian dollars)(unaudited) 

  
Three months 

ended 
September 30, 

2011 

 
Three months 

ended 
September 30, 

2010 

 
Nine months 

ended 
September 30, 

2011 

 
Nine months 

ended 
September 30, 

2010 

 ($) ($) 
(note 16) 

($) ($) 
(note 16) 

Operating activities     

 loss for the year (540,761) (497,473) (1,203,732) (1,687,713) 

 Adjustments for:     

      Depletion and depreciation 312,896 452,070 1,194,927 1,191,509 

      Exploration and evaluation expense 246,989 101,000 253,443 330,477 
      Accretion of decommissioning 

liabilities 6,348 6,912 18,918 17,119 

      Stock based compensation 54,261 62,967 217,298 173,055 

      Deferred income taxes (44,549) (76,303) (151,774) (232,835) 

      Loss on disposal of assets 116,763 - 116,763 - 

 151,947 49,173 445,843 (208,388) 

 Decommissioning costs incurred     

 Change in non-cash working capital (197,958) 391,660 120,154 116,631 

 (46,011) 440,833 565,997 (91,757) 

Financing activities     

 Proceeds from issue of share capital - - 2,199,100 3,527,703 

 Proceeds from issue of warrants - - - 722,448 

 Share issuance costs - - (209,081) (34,484) 
 Flow-through share premium, non-

cash - - 585,152 295,242 

 - - 2,575,171 4,510,909 

Investing activities     

 Development and production additions (640,930) (1,177,065) (1,223,778) (2,230,738) 
 Proceeds on sale of development and 

production assets 750,000 - 750,000 - 

 Exploration and evaluation additions (962,989) (485,774) (1,855,958) (2,135,217) 

 Other assets 110,000 - 110,000 - 

 (743,919) (1,662,839) (2,219,736) (4,365,955) 

     

Change in cash and cash equivalents (789,930) (1,222,006) 921,432 53,197 

     
Cash and cash equivalents beginning 

of period 2,301,971 2,976,726 590,609 1,701,523 

     

Cash and equivalents end of period 1,512,041 1,754,720 1,512,041 1,754,720 

 



FORENT ENERGY LTD. 
Notes to Financial Statements (unaudited) 
Three and nine months ended September 30, 2011 and 2010 
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1. Nature of operations 

Forent Energy Ltd. (the “Company” or “Forent”) was incorporated pursuant to the provisions of the 
Alberta Business Corporations Act on April 6, 1999, in Canada.  The Company is engaged in the 
exploration, development and production of petroleum and natural gas reserves in Nova Scotia 
and western Canada and conducts many of its activities jointly with others; these financial 
statements reflect only the Company’s proportionate interest in such activities.  The Company’s 
principal place of business is suite 200, 340 – 12

th
 Avenue SW, Calgary, Alberta, T2R 1L5.   

 

2. Basis of preparation 

 (a) Statement of compliance 

The Company’s Financial Statements have been prepared in accordance with International 
Financial Reporting Standards (“IFRS”) applicable to the preparation of interim financial 
statements, including International Accounting Standard (“IAS”) 34 – “Interim Financial Reporting” 
and IFRS 1 – “First Time Adoption of IFRS”.  Subject to certain transition elections disclosed in 
note 16, the Company has consistently applied the same accounting policies in its opening IFRS 
statement of financial position as at January 1, 2010 and throughout all periods presented 
thereafter, as if these policies had always been in effect.  Note 16 discloses the impact of the 
transition to IFRS on the Company’s reported financial position, financial performance and cash 
flows, including the nature and effect of significant changes in accounting policies form those used 
in the Company’s financial statements for the year ended December 31, 2010. 

The policies applied in these condensed interim financial statements are based on IFRS issued 
and outstanding as of November 24, 2011, the date the Board of Directors approved the 
statements.  Any subsequent changes to IFRS that may effect the Company’s annual financial 
statements for the year ending December 31, 2011 could result in restatement of these interim 
financial statements, including the transition adjustments recognized in transitioning to IFRS. 

Previously, the Company prepared its Annual and Interim Financial Statements in accordance 
with Canadian Generally Accepted Accounting Principles (“GAAP”).  The condensed interim 
financial statements should be read in conjunction with the Company’s Canadian GAAP annual 
financial statements for the year ended December 31, 2010. 

 (b) Basis of measurement 

The Company’s financial statements have been prepared on the historical cost basis. 

 (c) Functional and presentation currency 

These financial statements are presented in Canadian dollars, which is the Company’s functional 
currency. 

 (d) Use of estimates and judgements 

The preparation of financial statements in conformity with IFRS requires management to make 
judgements, estimates and assumptions that affect the application of accounting policies and the 
reported amounts of assets, liabilities, income and expenses.  Actual results may differ from these 
estimates.  

Estimates and underlying assumptions are reviewed on an ongoing basis.  Revisions to 
accounting estimates are recognized in the year in which the estimates are revised. 

Accounts receivable 

Accounts receivable are recorded at the estimated recoverable amount that includes an estimate 
of uncollectible amounts. 



FORENT ENERGY LTD. 
Notes to Financial Statements (unaudited) 
Three and nine months ended September 30, 2011 and 2010 
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2. Basis of preparation (continued) 

Property, plant and equipment 

The Company’s oil and natural gas reserves are determined using estimates of oil and natural gas 
in place, recovery factors and future prices by an independent reserve engineering firm.  A 
significant number of estimates and assumptions are made in determining the reserves in place 
and the valuation of those reserves, requiring many judgements based on geological, geophysical, 
engineering and economic data.  These estimates may change, having either a positive or 
negative impact on net earnings as further information becomes available and as the economic 
environment changes.  The reserves estimate is a key driver in determining the Company’s 
depletion rate and used in impairment testing. 

Oil and natural gas assets are grouped into cash generating units (“CGUs”) that have been 
identified as being the smallest identifiable group of assets that generate cash flows that are 
independent of cash flows of other assets or groups of assets.  The determination of these CGUs 
was based on management’s judgment in regards to shared infrastructure, geographical 
proximity, petroleum type and similar exposure to market risk and materiality. 

Decommissioning liabilities 

The calculation of decommissioning liabilities includes estimates of the ultimate settlement 
amounts, inflation factors, risk free rates, and timing of settlement.  The actual decommissioning 
costs are uncertain and the estimates can vary in response to changes in regulatory requirements 
and new restoration techniques.  The impact of future revisions to these assumptions on the 
interim financial statements of future periods could be significant. 

Share based compensation 

The fair value of employee stock options is measured using a Black Scholes option pricing model. 
The option pricing model requires management to estimate expected volatility, weighted average 
expected life, expected forfeiture rate, expected dividends, and the risk-free interest rate (based 
on government bonds).  The expected volatility, life of the options and forfeiture rates are based 
upon historical experience.  Dividends are assumed to be nil, as management does not anticipate 
any dividends to be paid in the future.  The risk-free rate is based upon government bond rates at 
the time of issuance of the options. 

Deferred taxes 

Tax interpretations, regulations and legislation in which the Corporation and its subsidiaries 
operate are subject to change.  As such, income taxes are subject to measurement uncertainty.  
Management assumes that the Company will use its tax pools to the full extent in future periods 
and has determined its deferred tax balance on that basis. 

 

3. Significant accounting policies 

The accounting policies set out below have been applied consistently to all years presented in 
these financial statements, and have been applied consistently by the Company and its 
subsidiaries. 

Certain comparative amounts have been reclassified to conform with the current year’s 
presentation as noted below. 

(a) Basis of consolidation 

(i) Subsidiaries 

Subsidiaries are entities controlled by the Company.  Control exists when the Company has 
the power to govern the financial and operating policies of an entity so as to obtain benefits  



FORENT ENERGY LTD. 
Notes to Financial Statements (unaudited) 
Three and nine months ended September 30, 2011 and 2010 
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3.  Significant accounting policies (continued) 

from its activities.  In assessing control, potential voting rights that currently are exercisable 
are taken into account.  The financial statements of subsidiaries are included in the financial 
statements from the date that control commences until the date that control ceases. 

The acquisition method of accounting is used to account for acquisitions of subsidiaries and 
assets that meet the definition of a business under IFRS.  The cost of an acquisition is 
measured as the fair value of the assets given, equity instruments issued and liabilities 
incurred or assumed at the date of exchange.  Identifiable assets acquired and liabilities and 
contingent liabilities assumed in a business combination are measured initially at their fair 
values at the acquisition date.  The excess of the consideration transferred and any non-
controlling interest over the net of the assets acquired and liabilities assumed is recorded as 
goodwill.  If the cost of acquisition is less than the fair value of the net assets of the subsidiary 
acquired, the difference is recognized immediately in the income statement. 

(ii) Jointly controlled operations and jointly controlled assets 

Many of the Company’s oil and natural gas activities involve jointly controlled assets. The 
financial statements include the Company’s share of these jointly controlled assets and a 
proportionate share of the relevant revenue and related costs. 

(b) Foreign currency 

Transactions in foreign currencies are translated to Canadian dollars at exchange rates at the 
dates of the transactions with differences recorded in income. 

Monetary assets and liabilities denominated in foreign currencies are translated to Canadian 
dollars at the period end exchange rate.  Non-monetary assets and liabilities denominated in 
foreign currencies that are measured at fair value are translated to the functional currency at 
the exchange rate at the date that the fair value was determined.  Foreign currency 
differences arising on translation are recognized in comprehensive income. 

(c) Financial instruments 

(i) Non-derivative financial instruments 

Non-derivative financial instruments comprise cash and cash equivalents, accounts 
receivables, and accounts payable and accrued liabilities.  Non-derivative financial 
instruments are recognized initially at fair value plus, for instruments not at fair value through 
profit or loss, any directly attributable transaction costs.  Subsequent to initial recognition non-
derivative financial instruments are measured as described below.  

Cash and cash equivalents 

Cash and cash equivalents comprise cash on hand and term deposits held with banks with 
original maturities of three months or less.  

 Financial assets at fair value through profit or loss 

An instrument is classified at fair value through profit or loss if it is held for trading or is 
designated as such upon initial recognition.  Financial instruments are designated at fair value 
through profit or loss if the Company manages such investments and makes purchase and 
sale decisions based on their fair value in accordance with the Company’s risk management 
or investment strategy.  Upon initial recognition, attributable transaction costs are recognized 
in profit or loss when incurred.  Financial instruments at fair value through profit or loss are 
measured at fair value and changes therein are recognized in profit or loss.  The Company 
has designated cash and cash equivalents at fair value. 

  



FORENT ENERGY LTD. 
Notes to Financial Statements (unaudited) 
Three and nine months ended September 30, 2011 and 2010 
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3.  Significant accounting policies (continued) 

Other 

Other non-derivative financial instruments, such as trade and other receivables, loans and 
borrowings, and trade and other payables, are measured at amortized cost using the effective 
interest method, less any impairment losses. 

(ii) Derivative financial instruments 

The Company may enter into certain financial derivative contracts in order to manage the 
exposure to market risks from fluctuations in commodity prices.  These instruments are not 
used for trading or speculative purposes.  The Company has not designated its financial 
derivative contracts as effective accounting hedges and thus not applied hedge accounting, 
even though the Company considers all commodity contracts to be economic hedges.  As a 
result, all financial derivative contracts are classified as fair value through profit or loss and 
are recorded on the balance sheet at fair value. Transaction costs are recognized in profit or 
loss when incurred. 

(iii) Share capital 

Common shares are classified as equity. Incremental costs directly attributable to the issue of 
common shares and share options are recognized as a deduction from equity, net of any tax 
effects. 

(d) Property, plant and equipment and intangible exploration assets 

(i) Pre-exploration costs 

Pre-exploration costs are costs incurred prior to the Company having the legal right to the 
minerals that are being explored for, such as conducting a seismic survey prior to purchasing 
the freehold mineral right.  Pre-exploration costs are recognized in the statement of earnings 
as incurred. 

(ii) Exploration and evaluation expenditures 

Exploration and evaluation costs include the costs of acquiring licences, leasehold acquisition 
costs, evaluation costs including drilling and completions and directly attributable general and 
administrative costs.  The costs are accumulated in cost centres by well, field or exploration 
area pending determination of technical feasibility and commercial viability. 

Exploration and evaluation assets are assessed for impairment if, the right to explore in the 
area has expired or will expire in the near future, further exploration for and evaluation of 
petroleum resources are not budgeted or planned and sufficient data suggest that the carrying 
amount exceeds the recoverable amount.  For purposes of impairment testing, exploration 
and evaluation assets are allocated to CGUs not larger than an operating segment. 

The technical feasibility and commercial viability of extracting a mineral resource is 
considered to be determinable when proven reserves are determined to exist.  A review of 
each exploration licence or field is carried out, at least annually, to ascertain whether proven 
reserves have been discovered.  Upon determination of proven reserves, exploration and 
evaluation assets attributable to those reserves are first tested for impairment and then 
reclassified from exploration and evaluation assets to a separate category within property, 
plant and equipment referred to as oil and natural gas interests. 

(iii) Oil and natural gas interests 

Items of property, plant and equipment, which include oil and gas development and 
production assets, are measured at cost less accumulated depletion and depreciation and 
accumulated impairment losses.  Development and production assets are grouped into  

 



FORENT ENERGY LTD. 
Notes to Financial Statements (unaudited) 
Three and nine months ended September 30, 2011 and 2010 
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3.  Significant accounting policies (continued) 

CGU’s for impairment testing.  The cost of property, plant and equipment at January 1, 2010, 
the date of transition to IFRS, was determined by the use of IFRS 1 exemption for the 
deemed cost of oil and natural gas interests reflective of the net book value of the Company’s 
previous GAAP oil and natural gas assets, adjusted for asset impairments of those assets at 
the CGU level.  The deemed cost of oil and gas interests were allocated based upon the 
proved plus probable reserve value of the respective CGUs.  When significant parts of an 
item of property, plant and equipment, including oil and natural gas interests, have different 
useful lives, they are accounted for as separate items (major components). 

Costs incurred subsequent to the determination of technical feasibility and commercial viability 
and the costs of replacing parts of property, plant and equipment are recognized as oil and 
natural gas interests only when they increase the future economic benefits embodied in the 
specific asset to which they relate.  All other expenditures are recognized in profit or loss as 
incurred.  Additional expenditures in oil and natural gas interests generally represent costs 
incurred in developing reserves or enhancing production from reserves and are accumulated 
on a CGU basis.  The carrying amount of any replaced or sold component is derecognized. 
The costs of day-to-day servicing of property, plant and equipment are recognized in profit or 
loss as incurred. 

Gains and losses on disposal of an item of property, plant and equipment, including oil and 
natural gas interests, are determined by comparing the proceeds from disposal with the 
carrying amount of property, plant and equipment and are recognized net within “other 
income” or “other expenses” in profit or loss. 

(iv) Depletion and depreciation 

The net carrying value of oil and gas interests is depleted at the CGU level using the unit of 
production method based upon proved and probable reserves, taking into account estimated 
future development costs necessary to bring those reserves into production.  Future 
development costs are estimated taking into account the level of development required to 
produce the reserves.  These estimates are reviewed by independent reserve engineers at 
least annually. 

Administrative assets are depreciated on a declining balance basis over their estimated useful 
life at rates varying from 20% to 50%. 

Depreciation methods, useful lives and residual values are reviewed at each reporting date. 

(e) Impairments 

(i)   Financial assets 

A financial asset is assessed at each reporting date to determine whether there is any 
objective evidence that it is impaired.  A financial asset is considered to be impaired if 
objective evidence indicates that one or more events have had a negative effect on the 
estimated future cash flows of that asset. 

An impairment loss in respect of a financial asset measured at amortized cost is calculated as 
the difference between its carrying amount and the present value of the estimated future cash 
flows discounted at the original effective interest rate. 

Individually significant financial assets are tested for impairment on an individual basis.  The 
remaining financial assets are assessed collectively in groups that share similar credit risk 
characteristics. 

All impairment losses are recognized in profit or loss.  
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3.  Significant accounting policies (continued) 

An impairment loss is reversed if the reversal can be related objectively to an event occurring 
after the impairment loss was recognized.  For financial assets measured at amortized cost 
the reversal is recognized in profit or loss.  

 (ii) Non-financial assets 

The carrying amounts of the Company’s non-financial assets, other than E&E assets, are 
reviewed at each reporting date to determine whether there is any indication of impairment. If 
any such indication exists, then the asset’s recoverable amount is estimated.  E&E assets are 
assessed for impairment when they are reclassified to property, plant and equipment, as oil 
and natural gas interests, and also if facts and circumstances suggest that the carrying 
amount exceeds the recoverable amount.   

For the purpose of impairment testing, assets are grouped together into CGUs.  The 
recoverable amount of an asset or a CGU is the greater of its value in use and its fair value 
less costs to sell.  

In assessing value in use, the estimated future cash flows are discounted to their present 
value using a pre-tax discount rate that reflects current market assessments of the time value 
of money and the risks specific to the asset.  Value in use is generally computed by reference 
to the present value of the future cash flows expected to be derived from production of proven 
and probable reserves. 

An impairment loss is recognized if the carrying amount of an asset or its CGU exceeds its 
estimated recoverable amount. Impairment losses are recognized in profit or loss. Impairment 
losses recognized in respect of CGU’s are allocated first to reduce the carrying amount of any 
goodwill allocated to the units and then to reduce the carrying amounts of the other assets in 
the unit (group of units) on a pro rata basis. 

Impairment losses recognized in prior years are assessed at each reporting date for any 
indication that the loss has decreased or no longer exists.  An impairment loss is reversed if 
there has been a change in the estimates used to determine the recoverable amount.  An 
impairment loss is reversed only to the extent that the asset’s carrying amount does not 
exceed the carrying amount that would have been determined, net of depletion and 
depreciation or amortization, if no impairment loss had been recognized. 

(f) Share based payments 

The Company accounts for its stock options using the fair value method.  The options have an 
exercise price equal to or above the fair value of the security at the date of grant.  The fair value of 
each option is estimated on the date of grant using a modified Black-Scholes option-pricing 
model.  The Black Scholes option pricing model requires management to estimate expected 
volatility, weighted average expected life, expected forfeiture rate, expected dividends, and the 
risk-free interest rate (based on government bonds).  The fair value is charged to earnings over 
the vesting period with a corresponding increase to contributed surplus. 

(g) Flow-through shares 

Flow-through shares enable an investor to claim a deduction for tax purposes related to eligible 
capital expenditures incurred by the issuer.  The issuer renounces the right to claim these 
deductions and effectively flows the deductions directly to the investor. 

The issuance of flow-through shares is in substance an issue of ordinary shares and the sale of 
tax deductions.  The Company uses the residual method in valuing the sale of the tax deduction, 
being the difference between the proceeds received from the issuance of the flow-through shares 
and the fair value of the ordinary shares.  At the time the flow-through shares are issued, the sale 
of the tax deductions are deferred and presented as a current liability in the statement of financial 
position. 
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3.  Significant accounting policies (continued) 

When the entity fulfills its obligation by both incurring the eligible expenditures and renouncing 
those expenditures to investors, the current liability is reversed and a deferred tax recovery is 
recorded.  At that time an offsetting deferred tax expense is recorded to reflect the tax benefit 
flowed through to the investor and a deferred tax liability is recognized, in accordance with IAS 12, 
Income Taxes, for the taxable temporary difference that arises from the difference between the 
carrying amount of eligible expenditures capitalized as an asset in the statement of financial 
position and its tax base. 

(h) Provisions 

A provision is recognized if, as a result of a past event, the Company has a present legal or 
constructive obligation that can be estimated reliably, and it is probable that an outflow of 
economic benefits will be required to settle the obligation. Provisions are determined by 
discounting the expected future cash flows at a pre-tax rate that reflects current market 
assessments of the time value of money and the risks specific to the liability.  Provisions are not 
recognized for future operating losses. 

(i)   Decommissioning obligations 

The Company’s activities give rise to dismantling, decommissioning and site disturbance re-
mediation activities.  Provision is made for the estimated cost of site restoration and 
capitalized in the relevant asset category. 

Decommissioning obligations are measured at the present value of management’s best 
estimate of expenditure required to settle the present obligation at the balance sheet date.  
Subsequent to the initial measurement, the obligation is adjusted at the end of each period to 
reflect the passage of time and changes in the estimated future cash flows underlying the 
obligation.  The increase in the provision due to the passage of time is recognized as finance 
costs whereas increases/decreases due to changes in the estimated future cash flows are 
capitalized.  Actual costs incurred upon settlement of the asset retirement obligations are 
charged against the provision to the extent the provision was established. 

 (i) Revenue 

Revenue from the sale of oil and natural gas is recorded when the significant risks and rewards of 
ownership of the product is transferred to the buyer, which is usually when legal title passes to the 
external party.  This is generally at the time product enters the pipeline or delivered to a third-party 
processing facility in regards to trucked crude oil.  Revenue is measured net of discounts and 
royalties. 

Processing and gas gathering fees charged to other entities for use of facilities and pipelines 
owned by the Company are recognized as revenue as they accrue in accordance with the terms 
of the service or processing and gas gathering agreements. 

Royalty income is recognized as it accrues in accordance with the terms of the overriding royalty 
agreements. 

(j) Finance income and expenses 

Finance expense comprises interest expense on borrowings and accretion of the discount on the 
provision for decommissioning liabilities. 

Borrowing costs incurred for the construction of qualifying assets are capitalized during the period 
of time that is required to complete and prepare the assets for their intended use or sale.  All other 
borrowing costs are recognized in profit or loss using the effective interest method.  The 
capitalization rate used to determine the amount of borrowing costs to be capitalized is the 
weighted average interest rate applicable to the Company’s outstanding borrowings during the 
period. 
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3.  Significant accounting policies (continued) 

Interest income is recognized as it accrues in profit or loss, using the effective interest method. 

Foreign currency gains and losses, reported under finance income and expenses, are reported on 
a net basis. 

 (k) Income tax 

Income tax expense comprises current and deferred tax.  Income tax expense is recognized in 
profit or loss except to the extent that it relates to items recognized directly in equity, in which case 
it is recognized in equity. 

Current tax is the expected tax payable on the taxable income for the year, using enacted or 
substantively enacted tax rates at the reporting date and any adjustment to tax payable in respect 
of previous years. 

Deferred tax is recognized in respect of temporary differences arising between the tax bases of 
assets and liabilities and their carrying amounts in the financial statements.  Deferred income tax 
is determined on a non-discounted basis using tax rates and laws that have been enacted or 
substantively enacted at the balance sheet date and are expected to apply when the deferred tax 
asset or liability is settled.  Deferred tax assets are recognized to the extent that it is probable that 
the assets can be recovered. 

Deferred income tax assets and liabilities are presented as non-current. 

Tax on income in interim periods is accrued using the tax rate that would be applicable to 
expected total annual earnings.  

(l) Earnings per share: 

Basic earnings per share is calculated by dividing the profit or loss attributable to common 
shareholders of the Company by the weighted average number of common shares outstanding 
during the period.  Diluted earnings per share is determined by adjusting the profit or loss 
attributable to common shareholders and the weighted average number of common shares 
outstanding for the effects of dilutive instruments, including warrants and options granted to 
employees, directors and consultants. 

(m) Recent accounting pronouncements: 

The accounting standards effective for periods on or after January 1, 2011 have been adopted as 
part of the transition to IFRS.  The following new IFRS pronouncements have been issued but are 
not yet effective and may have an impact on the Corporation in the future. 

IFRS 9 – Financial Instruments  

IFRS 9, as issued reflects the first phase of the IASB’s work on the replacement of IAS 39 and 
applies to classification and measurement of financial assets and liabilities as defined in IAS 39.  
The standard is effective for annual periods beginning on or after January 1, 2013.  The adoption 
of this standard is not expected to have a significant impact on the financial statements. 

IFRS 10 – Consolidated Financial Statements  

IFRS 10 requires an entity to consolidate an investee when it is exposed, or has rights, to variable 
returns from its involvement with the investee and has the ability to affect those returns through its 
power over the investee.  Under existing IFRS, consolidation is required when an entity has the 
power to govern the financial and operating policies of an entity so as to obtain benefits from its 
activities.  IFRS 10 replaces SIC-12 Consolidation-Special Purpose Entities and parts of IAS 27 
Consolidated and Separate Financial Statements.  The adoption of this standard is not expected 
to have a significant impact on the financial statements. 
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3. Significant accounting policies (continued) 

IFRS 11 – Joint Arrangements 

IFRS 11 requires a venture to classify its interest in a joint arrangement as a joint venture or joint 
operation.  Joint ventures will be accounted for using the equity method of accounting whereas for 
a joint operation the venture will recognize its share of the assets, liabilities, revenue and 
expenses of the joint operation.  Under existing IFRS, entities have the choice to proportionately 
consolidate or equity account for interest in joint ventures.  IFRS 11 supersedes IAS 31, Interests 
in Joint Ventures and SIC-13, Jointly Controlled Entities, Non-Monetary Contributions by 
Venturers.  The adoption of this standard is not expected to have a significant impact on the 
financial statements. 

IFRS 12 – Disclosure of Interest in Other Entities 

IFRS 12 establishes disclosure requirements for interests in other entities, such as joint 
arrangements, associates, special purpose vehicles and off balance sheet vehicles. The standard 
carries forward existing disclosures and also introduces significant additional disclosure 
requirements that address the nature of, and risks associated with, an entity’s interest in other 
entities.  The adoption of this standard is not expected to have a significant impact on the financial 
statements. 

IFRS 13 – Fair Value Measurement 

IFRS 13 is a comprehensive standard for fair value measurement and disclosure requirements for 
use across all IFRS standards. The new standard clarifies that fair value is the price that would be 
received to sell and asset, or paid to transfer a liability in an orderly transaction between market 
participants, at the measurement date. It also establishes disclosures about fair value 
measurement. Under existing IFRS, guidance on measuring and disclosing fair value is dispersed 
among the specific standards requiring fair value measurement and in many cases does not 
reflect a clear measurement basis or consistent disclosures.  The adoption of this standard is not 
expected to have a significant impact on the financial statements. 

IAS 27 – Separate Financial Statements 

IAS 27 contains accounting and disclosure requirements for investments in subsidiaries, joint 
ventures and associates when an entity prepares separate financial statements. The Standard 
requires an entity preparing separate financial statements to account for those investments at cost 
or in accordance with IFRS 9 Financial Instruments.  This standard is effective for annual periods 
beginning on or after January 1, 2013.  The adoption of this standard is not expected to have a 
significant impact on the financial statements. 

IAS 28 – Investment in Associates and Joint Ventures 

IAS 28 prescribes the accounting for investments in associates and sets out the requirements for 
the application of the equity method when accounting for investments in associates and joint 
ventures.  Effective for annual periods beginning on or after January 1, 2013, the standard has 
been amended to include joint ventures in its scope and to address the changes in IFRS 10 – 13.  
The adoption of this standard is not expected to have a significant impact on the financial 
statements. 
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4. Financial risk management 

(a) Overview 

The Company’s activities expose it to a variety of financial risks that arise as a result of its 
exploration, development, production, and financing activities such as: 

• credit risk; 
• liquidity risk; and 
• market risk. 

This note presents information about the Company’s exposure to each of the above risks, the 
Company’s objectives, policies and processes for measuring and managing risk and the 
Company’s management of capital.  Further quantitative disclosures are included throughout 
these financial statements. 

The Board of Directors oversees managements’ establishment and execution of the Company’s 
risk management framework. Management has implemented and monitors compliance with risk 
management policies.  The Company’s risk management policies are established to identify and 
analyze the risks faced by the Company, to set appropriate risk limits and controls, and to monitor 
risks and adherence to market conditions and the Company’s activities. 

 (b) Credit risk 

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial 
instrument fails to meet its contractual obligations, and arises principally from the Company’s 
receivables from joint venture partners and oil and natural gas marketers.  The maximum 
exposure to credit risk at September 30, 2011 is as follows: 

 September 30, 2011 December 31, 2010 

 ($) ($) 

Cash and cash equivalents  1,512,041 590,609 

Accounts receivable 899,391 2,193,372 

 2,411,432 2,783,981 

 
Cash and cash equivalents 

The Company limits its exposure to credit risk by only investing in liquid securities and only with 
counterparties that have a credit rating of an investment grade.  Given this credit rating, 
management does not expect any counterparty to fail to meet its obligations. 

Accounts receivables 

All of the Company’s operations are conducted in Canada.  The Company’s exposure to credit 
risk is influenced mainly by the individual characteristics of each customer. 

Virtually all of the Company's accounts receivable are with companies in the petroleum and 
natural gas industry in Canada and are subject to normal industry credit risks.  The Company 
generally extends unsecured credit to these companies and therefore, the collection of accounts 
receivable may be affected by changes in economic or other conditions.  Management believes 
the risk is mitigated by the size and reputation of the companies to which they extend credit.  The 
Company’s maximum credit risk exposure is limited to the carrying value of its accounts 
receivable. 

The majority of the Company’s natural gas, natural gas liquids and crude oil production is 
marketed through two major oil and gas companies, both of which have investment grade 
creditworthiness.  The Company historically has not experienced any collection issues with its oil 
and natural gas marketers.  The Company does not anticipate any default as it transacts with only 
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4. Financial risk management (continued) 

creditworthy customers and management does not expect any losses from non-performance by 
these customers. 

Under IFRS the Company is required to provide fair value measurement information as indicated 
below for financial assets and liabilities as of September 30, 2011 and December 31, 2010 and 
January 1, 2010, in addition to cash and cash equivalents, trade and other receivables, bank 
overdraft and trade and other payables included in the balance sheet at carrying value which 
approximates fair value due to the short term nature of those instruments. 

The Company’s most significant customer, a Canadian oil and natural gas marketer, accounts for 
$237,174 of the trade receivables at September 30, 2011 (September 30, 2010 - $222,160). 

As at September 30, 2011, the Company’s accounts receivables are aged as follows: 

Aging of receivables 0 to 30 days 
31 to 90 

days 91 + days Total 

     

Sales and accrued revenues 285,877 21,705 31,685 339,267 

Joint interest billings with partners 176,627 102,761 67,454 346,842 

Goods and service tax credit 91,259 - 113,407 204,666 

Other receivables - 8,616 - 8,616 

Accounts receivable 553,763 133,082 212,546 899,391 

 

As at December 31, 2010, the Company’s accounts receivables is aged as follows: 

Aging of receivables 0 to 30 days 31 to 90 days 91 + days Total 

 ($) ($) ($) ($) 

Sales and accrued revenues 573,662 - - 573,662 

Joint interest billings with partners 142,672 151,149 35,340 329,161 

Goods and service tax credit 183,024 - 212,947 395,971 

Other receivables 
(1)

894,578
 

- - 894,578 

Accounts receivable 1,793,936 151,149 248,287 2,193,372 

(1) Funds held in escrow by legal counsel related to December 21, 2010 financing. 

 

 (c) Liquidity risk 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they 
fall due.  The Company’s approach to managing liquidity is to ensure, as far as possible, that it will 
always have sufficient liquidity to meet its liabilities when due, under both normal and stressed 
conditions, without incurring unacceptable losses or risking damage to the Company’s reputation.  
The Company’s main source of liquidity to fund operations is from the issuance of capital and 
funds from operations.  The Company defines funds from operations, a non-GAAP measurement, 
as cash provided by operations before changes in non-cash operating working capital. 
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4. Financial risk management (continued) 

Typically the Company ensures that it has sufficient cash on demand to meet expected 
operational expenses for a period of 90 days, including the servicing of financial obligations; this 
excludes the potential impact of extreme circumstances that cannot reasonably be predicted, 
such as natural disasters.  To achieve this objective, the Company prepares annual capital 
expenditure budgets, which are regularly monitored and updated as considered necessary.  
Further, the Company utilizes authorizations for expenditures on both operated and non operated 
projects to further manage capital expenditure.  The Company also attempts to match its payment 
cycle with collection of oil and natural gas revenue on the 25th of each month. 

The Company had no derivative contracts in place as at the period ended September 30, 2011 
and year ended December 31, 2010. 

The following are the undiscounted contractual maturities of financial liabilities, including 
estimated interest payments and excluding the impact of netting agreements at September 30, 
2011.   

 

 
Less than 1 

Year 1 to 3 Years 4 to 5 Years There-after Total 

 ($) ($) ($) ($) ($) 

Non-derivative financial 
liabilities:      

Accounts payable and 
accrued liabilities 944,250 - - - 944,250 

Deferred liability - 562,750 - - 562,750 

 
The following are the undiscounted contractual maturities of financial liabilities, including 
estimated interest payments and excluding the impact of netting agreements at December 31, 
2010. 

 
Less than 1 

Year 1 to 3 Years 4 to 5 Years There-after Total 

 ($) ($) ($) ($) ($) 

Non-derivative financial 
liabilities:      

Accounts payable and 
accrued liabilities 2,033,103 - - - 2,033,103 

Deferred liability - 585,152 - - 585,152 

 
(d) Market risk 

Market risk is the risk that changes in market prices, such as commodity prices, foreign exchange 
rates and interest rates will affect the Company’s income or the value of the financial instruments. 
The objective of market risk management is to manage and control market risk exposures within 
acceptable parameters, while optimising the return. 

The Company may use both financial derivatives and physical delivery sales contracts to manage 
market risks. All such transactions are conducted within risk management tolerances that are 
reviewed by the Board of Directors.  
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4. Financial risk management (continued) 

Commodity price risk 

Commodity price risk is the risk that the fair value or future cash flows will fluctuate as a result of 
changes in commodity prices.  Commodity prices for oil and natural gas are impacted by not only 
the relationship between the Canadian and United States dollar but also world and domestic 
economic events that dictate the levels of supply and demand. 

As at September 30, 2011 the Company did not have any commodity risk management contracts 
in place.  Management continuously monitors commodity prices and may initiate instruments to 
manage exposure to these risks when it deems necessary. 

Currency risk 

Prices for crude oil are determined in global markets and generally denominated in United States 
dollars.  Natural gas prices obtained by the Company are influenced by both US and Canadian 
demand and the corresponding North American supply and recently, by imports of liquefied 
natural gas. 

The following financial instruments were denominated in U.S. dollars:  

 September 30, 2011 December 31, 2010 

 USD CAD USD CAD 

 ($) ($) ($) ($) 

Cash and cash equivalents 19,340 18,617 9,817 9,601 

Trade and other payables - - - - 

Net balance sheet equivalents 19,340 18,617 9,817 9,601 

 

Interest rate risk 

The Company had no interest bearing financial assets or liabilities as at September 30, 2011 or 
December 31, 2010.  There were no interest rate risk management contracts outstanding at 
September 30, 2011 or December 31, 2010. 

(e) Capital management 

The primary capital management objective of the Company is to ensure adequate working capital 
is available to sufficiently fund both the board-approved business development plans related to oil 
and natural gas exploration and development, as well as, ongoing operational working capital 
requirements, while seeking to minimize the risk-adjusted cost of capital.  The Company defines 
capital as shareholders’ equity plus short and long-term debt.  The Company’s current optimal 
capital structure is approximately 90% shareholder equity, with no more than 10% debt.  
Management believes that such a capital structure is suitable in light of its capital management 
objectives and is commensurate with its western Canadian oil and gas endeavours and the 
exploration stage of its operations in Nova Scotia. 

The Company’s capital management plan seeks to ensure adequate resources are available to 
fund its activities through the next twelve months, on a rolling basis.  A significant measure used 
in assessing capital adequacy is thus the expected number of days of operations that can be 
funded from current working capital.  Capital levels are deemed sufficient if they can fund the 
following twelve months exploration program and a portion of corporate overhead expenses.  In 
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4. Financial risk management (continued) 

cases where it appears that there will be insufficient capital to fund future development and 
overhead expenses, additional funds are raised or the capital program and/or overhead expenses 
adjusted.  As of September 30, 2011, Forent had adequate capital to complete its minimum 
business development plans for the following twelve month period.  Additional capital raised will 
be invested in oil and gas exploration and development activities.   

Capital spending on exploration and development of oil and natural gas projects will generally be 
limited to the extent that debt and equity financing is available on acceptable terms.  The 
acceptability of debt and equity financing terms is generally determined by reference to the 
prevailing market interest rates and market price of the Company’s shares, respectively.  As at 
September 30, 2011 the Company had no short or long-term debt allowing for some debt capacity 
under its capital structure.  The Company will continue to assess its ongoing capital requirements 
with reference to its capital structure policy. 

There were no changes in the Company’s approach to capital management during the period of 
September 30, 2011 as compared to the year ended December 31, 2010.  The Company is not 
subject to externally imposed capital requirements.  

 

5. Deferred taxes 

The provision for income taxes differs from the amount obtained by applying the combined federal 
and provincial income tax rate to the loss before income taxes in relation to the following items. 

 September 30, 2011 September 30, 2010 

 ($) ($) 

Statutory tax rate 28.73% 28.46% 

Expected income tax reduction (389,387) (546,684) 

Non-deductible stock-based compensation 62,422 49,260 

Non-deductible expenses 3,016 4,412 

Effect of tax rate changes and temporary differences 
recorded at future rates 33,212 136,301 

Flow-through share premium 147,664 98,007 

Other (8,701) 25,869 

Future income tax recovery (151,774) (232,835) 

 

Components of the net future income tax liability are as follows: 

 September 30, 2011 September 30, 2010 

 ($) ($) 

Property, plant and equipment (2,010,514) (1,881,381) 

Asset retirement obligations 172,298 232,572 

Share issue costs 170,396 191,439 

Non-capital losses 1,242,065 1,250,488 

Future income tax liability (425,755) (206,882) 
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6. Oil and natural gas revenue 

 September 30, 2011 September 30, 2010 

 ($) ($) 

Oil and natural gas sales 3,475,714 1,693,933 

Less: royalties (486,607) (211,049) 

Other oil and natural gas operating revenues 145,981 67,709 

Total oil and natural gas revenue 3,135,088 1,550,593 

 

 
7. Finance expense 

 September 30, 2011 September 30, 2010 

 ($) ($) 

Interest and bank charges 580 15,589 

Accretion on decommissioning liabilities 18,918 17,119 

Total finance expense 19,498 32,708 
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8. Property, plant and equipment 

 
Oil and natural 

gas interests Administrative Total 

 $ $ $ 

Cost or deemed cost    

Balance at January 1, 2010 5,487,057 82,988 5,570,045 

Additions 2,528,489 2,333 2,530,822 

Transfer from intangible exploration assets 557,000 - 557,000 

Disposals (35,000) - (35,000) 

Balance at December 31, 2010 8,537,546 85,321 8,622,867 

Additions 1,202,550 17,966 1,220,516 

Disposals (1,187,411) - (1,187,411) 

Balance at September 30, 2011 8,552,685 103,287 8,655,972 

 

    

 
Oil and natural 

gas interests Administrative Total 

Depletion, depreciation and impairment losses    

Balance at January 1, 2010 - 51,446 51,446 

Depletion and depreciation for the year 1,383,962 10,792 1,394,754 

Impairment loss 604,496 - 604,496 

Disposals - - - 

Balance at December 31, 2010 1,988,458 62,238 2,050,696 

Depletion and depreciation for the period 1,185,693 9,234 1,194,927 

Disposals (320,648) - (320,648) 

Balance at September 30, 2011 2,853,503 71,472 2,924,975 

 

    

 
Oil and natural 

gas interests Administrative Total 

Carrying amounts    

At January 1, 2010 5,487,057 31,542 5,518,599 

At December 31, 2010 6,549,088 23,083 6,572,171 

At September 30, 2011 5,699,182 31,815 5,730,997 
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8. Property, plant and equipment (continued) 

(a) Depletion, depreciation and impairment charge 

The depletion, depreciation and impairment of property, plant and equipment, and any eventual 
reversal thereof, are recognized in depletion and depreciation in the income statement. 

During the period ended September 30, 2011 the Company recorded an impairment of $98,958 to 
oil and gas assets (September 30, 2010 impairment - $293,676).  During the year ended 
December 31, 2010, the Company recognized an impairment of $604,496 on various natural gas 
wells in its non-core areas, as a result of a reduction of forecasted natural gas prices leading to 
reserve volumes being revised down. 

(b) Contingencies 

Although the Company believes that it has title to its oil and natural gas properties, it cannot 
control or completely protect itself against the risk of title disputes or challenges. 

 

9. Exploration and evaluation assets 

  ($) 

Deemed cost (Note 16)   

Balance, January 1, 2010  1,285,197 

Additions  4,277,108 

Transfer to oil and natural gas properties  (557,000) 

Exploration and evaluation expense  (319,312) 

Balance, December 31, 2010  4,685,993 

Additions  1,918,126 

Transfer to oil and natural gas properties  - 

Exploration and evaluation expense  (253,443) 

Balance, September 30, 2011  6,350,676 

 

Exploration and evaluation (E&E) assets consist of the Company’s exploration projects which are 
pending the determination of proven or probable reserves.  Additions represent the Company’s 
share of costs incurred on E&E assets during the period.  As at September 30, 2011 an amount of 
$6,350,676 (2010 - $4,685,993) remains in exploration and evaluation assets in respect of the 
Alton exploration project in Nova Scotia and the exploration project in Montgomery, Alberta.  
During the period ended September 30, 2011 an expense of $253,443 (September 30, 2010 - 
$330,477) related to exploration costs not anticipated to be recovered through oil and natural gas 
reserves was recorded primarily related to seismic expenditures at the Beech Hill block being 
derecognized. 

During the period ended September 30, 2011, $365,798 (September 30, 2010 - $137,432) was 
capitalized relating directly to wage compensation and stock based compensation. 
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10. Share capital 

The Company has authorized an unlimited number of common and preferred shares with no par 
value.  At September 30, 2011, the Company had 115,231,188 common shares outstanding (2010 – 
102,847,022) and no preferred shares outstanding (2010 – nil). 

(a) Common shares 

As at September 30, 2011 December 31, 2010 

 Shares Amount Shares Amount 

 (#) ($) (#) ($) 

Common shares     

Balance, beginning of period 102,847,022 15,349,356 69,937,686 10,195,389 

Issued pursuant to acquisition 
of Edelex - - 327,771 81,969 

Issued pursuant to private 
placements 9,379,167 1,688,250 32,581,565 5,112,401 

Share issue costs - (165,962) - (40,403) 

Issued pursuant to warrants 
exercised 3,004,999 510,849 - - 

Balance, end of period 115,231,188 17,382,493 102,847,022 15,349,356 

 

On June 1, 2011 the Company completed a brokered private placement for gross proceeds of 
$2,251,000.  The private placement consisted of the issuance of 9,379,167 flow-through common 
shares at a price of $0.24 per share.  The flow-through shares were valued at $1,688,250, being 
the deemed non-flow-through share valuation.  A current liability of $562,750 related to the tax 
benefit of eligible capital expenditures that the Company is committed to renounce to investors 
was recorded at the time of issue.  Cash fees associated with the private placement consisted of 
$63,336 in regulatory and legal expenses and commissions and brokers fees of $145,744.  Broker 
warrants totalling 488,833 that expire on June 1, 2012 and are exercisable at $0.24 were issued 
pursuant to the brokered placement.  The Company valued the broker warrants using the Black-
Scholes method resulting in a fair value of $23,034.  In addition a future income tax benefit 
associated with the share issue costs was $66,152, resulting in net share issuance costs of 
$165,962.   

On December 21, 2010 the Company completed a non-brokered private placement for gross 
proceeds of $2,000,000.  The private placement consisted of the issuance of 11,111,111 flow-
through common shares at a price of $0.18 per share.  The flow-through shares were valued at 
$1,666,667, being the deemed non-flow-through share valuation.  A current liability of $333,333 
related to the tax benefit of eligible capital expenditures that the Company is committed to 
renounce to investors was recorded at the time of issue.  Fees associated with the private 
placement consisted of $22,047 in regulatory and legal expenses.  In addition a future income tax 
benefit associated with the share issue costs was $6,287, resulting in net share issuance costs of 
$15,760.   

On April 15, 2010 the Company completed a non-brokered private placement for gross proceeds 
of $4,420,000.  The private placement consisted of the issuance of 15,175,000 units (the “Units”) 
of the Company at a price of $0.20 per Unit, each Unit consisting of one common share and one 
half of a common share purchase warrant with each whole warrant being exercisable for one 
common share of the Company at a price of $0.26 per share until April 15, 2012; and 6,295,454 
flow through common shares at a price of $0.22 per share.  The common shares were valued at 
$2,312,552 and the warrants were valued at $722,448.  The flow-through shares were valued at  
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10. Share capital (continued) 

$1,133,182, being the deemed non-flow-through share valuation.  A current liability of $251,818 
related to the tax benefit of eligible capital expenditures that the Company is committed to 
renounce to investors was recorded at the time of issue.  Fees associated with the private 
placement consisted of $32,324 in regulatory and legal expenses.  The future income tax benefit 
associated with the share issue costs was $9,217, resulting in net share issuance costs of 
$23,107.   

Effective January 1, 2010 Forent acquired Edelex Holdings Ltd. (“Edelex”), a private Canadian 
controlled private corporation, pursuant to the issuance of 327,771 Forent common shares to the 
Edelex shareholders in exchange for all of the common shares of Edelex.  The purchase 
allocation of Edelex consisted of $81,969 of fair valued assets and liabilities, comprised of 
$49,036 in oil and gas interests and $32,933 in net working capital.  Gross fees associated with 
the acquisition consisted of $2,160 in regulatory and legal expenses.  The future income tax 
benefit associated with the share issue costs was $623, resulting in net share issuance costs of 
$1,537.  Immediately following the acquisition, Edelex amalgamated with Forent. 

(b) Share Purchase Warrants 

 September 30, 2011 December 31, 2010 

 Warrants Amount 

Weighted 
Average 
Exercise 

Price Warrants Amount 

Weighted 
Average 
Exercise 

Price 

 (#) ($) ($) (#) ($) ($) 

Warrants       

Warrants, beginning of 
period 15,505,755 1,436,229 0.23 7,918,255 713,781 0.20 

Issue of broker warrants 488,833 23,034 0.24 7,587,500 722,448 0.26 

Exercise of warrants (3,004,999) (306,737) 0.17 - - - 

Expiry of warrants (3,585,926) (386,350) 0.22 - - - 

Warrants, end of period 9,403,663 766,176 0.25 15,505,755 1,436,229 0.23 

 

Pursuant to the June 1, 2011 brokered private placement the Company issued 488,833 share 
purchase warrants of the Company exercisable for one common share of the Company at a price 
of $0.24 per share until June 1, 2012.  The 488,833 warrants were fair valued at $23,034. 

In connection with the April 15, 2010 non-brokered private placement the Company issued 
15,175,000 units (the “Units”) of the Company at a price of $0.20 per Unit, each Unit consisting of 
one common share and one half of a common share purchase warrant with each whole warrant 
being exercisable for one common share of the Company at a price of $0.26 per share until April 
15, 2012.  The 7,587,500 warrants issued as part of the units were valued at $722,448. 

The Company calculated the fair value of the warrants issued on June 1, 2011 and April 15, 2010, 
using the Black-Scholes option pricing model at the non-brokered private placement closing date.  
The fair value of the warrants and the assumptions used in the valuation were as follows: dividend 
rate 0%; expected volatility: 90 - 114%; risk-free interest rate: 1.45% - 1.29%; and expected life: 
1.0 - 2.0 years, respectively. 

(c) Share based payments 

The Company maintains an employee stock option plan under which the Board of Directors, or a 
committee appointed for such a purpose, may from time to time grant to employees, officers, 
directors and consultants of the Company, options to acquire common shares in such numbers,  
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10. Share capital (continued) 

for such terms, and at such exercise prices, as may be determined by the Board of Directors or a 
committee of the board. 

The stock option plan provides that the maximum number of common shares in the capital of the 
Company that may be reserved for issuance for all purposes under the stock option plan is equal 
to 10% of the Company’s outstanding common shares.  The maximum number of common 
shares which may be reserved for issuance to any one optionee pursuant to share options may 
not exceed 5% of the common shares outstanding at the time of grant. 

As at September 30, 2011 and September 30, 2010, the following stock options were outstanding: 

 September 30, 2011 September 30, 2010 

 
Number of 

Options 

Weighted 
Average 
Exercise 

Price 
Number of 

Options 

Weighted 
Average 
Exercise 

Price 

 (#) ($) (#) ($) 

Beginning of period 5,704,490 0.43 4,841,110 0.47 

Granted 3,010,000 0.25 945,000 0.30 

Cancelled (232,454) 0.46 - - 

Granted pursuant to re-pricing 1,889,355 0.25 - - 

Cancelled pursuant to re-pricing (3,778,704) 0.49 - - 

End of period 6,592,687 0.26 5,786,110 0.43 

 

 September 30, 2011 September 30, 2010 

 

Option 
Exercise 
Price 

Number 
Outstanding 

Weighted 
Average 

Remaining 
Life 

Number of 
Options 

Exercisable 
Number 

Outstanding 

Weighted 
Average 

Remaining 
Life 

Number of 
Options 

Exercisable 

 (#) (years) (#) (#) (years) (#) 

$0.25 5,639,355 4.11 3,649,355 765,000 4.08 510,000 

$0.30 880,000 3.59 660,000 945,000 4.62 236,250 

$0.49 - - - 4,002,778 2.50 3,381,482 

$0.54 73,332 1.83 73,332 73,332 2.83 73,332 

 6,592,687 4.01 4,382,687 5,786,110 2.99 4,201,064 

 

On April 20, 2011, the Company granted stock options to acquire up to an aggregate of 250,000 
common shares of Forent to certain directors, officers, employees and consultants of the 
Company.  Each of the options is exercisable for a five year term expiring on April 20, 2016 and 
exercisable until that time at a price of $0.25 per common share.  One-third of the options vested 
immediately upon the date of grant with an additional one-third to vest on each of the first and 
second anniversaries of the grant date.  The options are subject to a four month hold period that 
expired on August 21, 2011. 
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10. Share capital (continued) 

On February 4, 2011, the Company granted stock options to acquire up to an aggregate of 
2,760,000 common shares of Forent to certain directors, officers, employees and consultants of 
the Company.  Each of the options is exercisable for a five year term expiring on February 4, 2016 
and exercisable until that time at a price of $0.25 per common share.  One-third of the options 
vested immediately upon the date of grant with an additional one-third to vest on each of the first 
and second anniversaries of the grant date.  The options are subject to a four month hold period 
that expired on June 5, 2011. 

The Company determined a fair value of $354,180 for the stock options granted, using the Black-
Scholes option pricing model as at the date of grant with a weighted average fair market value of 
$0.13 per stock option.   

In addition, on February 4, 2011, the Company amended 1,914,815 options issued to directors, 
officers, employees and consultants of the Company that were originally issued on October 17, 
2007 and 1,863,889 options that were originally issued on October 7, 2008, all with an exercise 
price of $0.49 per share, by reducing the number of options issued in each grant by 50%, 
reducing the exercise price to $0.25 and extending the expiry date to February 4, 2016.  

The Company accounts for its stock-based compensation plan using the fair value method with 
graded vesting that fair values each tranche separately.  Under this method, a compensation cost 
is charged over the vesting period for stock options granted to employees, officers, directors and 
consultants of the Company over the appropriate vesting period for each tranche.  The fair value 
of each option granted is estimated on the date of grant using a modified Black-Scholes option-
pricing model.  The following assumptions have been used. 

  September 30, 2011 

Risk free rate (%)  2.20 

Expected life (years)  3.4 

Expected volatility (%)  90 

Expected dividends  - 

 

(d) Contributed Surplus 

 September 30, 2011 December 31, 2010 

 ($) ($) 

Contributed surplus, beginning of year 1,455,608 1,251,621 

Stock-based compensation expense 217,298 203,987 

Stock-based compensation capitalized 48,646 - 

Exercise of warrants 306,737 - 

Expiry of warrants 386,350 - 

Contributed surplus, end of year 2,414,639 1,455,608 
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11. Earnings per share 

 
Loss for the 

period 

Weighted 
average number 

of shares Per share amount 

 ($) (#) ($) 

Period ended September 30, 2011 

Loss attributed to shareholders- Basic 
and diluted (1,203,732) 109,047,696 (0.01) 

    

Period ended September 30, 2010    

Loss attributed to shareholders- Basic 
and diluted (1,687,713) 83,478,045 (0.02) 

 
Basic loss per share is calculated by dividing the loss attributable to shareholders of the Company 
by the weighted average number of common shares in issue during the period.  Diluted per share 
information is calculated by adjusting the weighted average number of common shares 
outstanding to assume conversion of all dilutive potential common shares.   
 
As at September 30, 2011, 15,746,350 (September 30, 2010 – 21,291,865) share options and 
warrants that are considered to be anti-dilutive have been excluded from the diluted per share 
calculation.  

 
12. Deferred liability 

Forent recognizes a deferred liability based on the difference between the issue price of the flow-
through shares and the deemed market price at the time of the issuance of the flow-through 
shares.  The deferred liability is derecognized as the eligible expenditures are incurred and the 
flow-through share expenditures renounced to investors in the first quarter of the year subsequent 
to the issuance of the flow-through shares. 

 
13. Decommissioning liabilities 

The Company’s decommissioning obligations result from its ownership interest in oil and natural 
gas assets including well sites and gathering systems.  The total decommissioning obligation is 
estimated based on the Company’s net ownership interest in all wells and facilities, estimated 
costs to reclaim and abandon these wells and facilities and the estimated timing of the costs to be 
incurred in future years. The Company has estimated the total undiscounted amount of the 
decommissioning obligations to be $711,848 as at September 30, 2011 (September 30, 2010 - 
$874,404).  These payments are expected to be made over the next 25 years with the majority of 
costs to be incurred between 2020 and 2025. The present value of the decommissioning liabilities 
was calculated using a risk free rate of 4.0% (2010 - 4.0%) and an inflation rate of 2.4% 
(September 30, 2010 – 2.4%).  Changes to decommissioning liabilities during the periods were as 
follows:   
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13. Decommissioning liabilities (continued) 

 

 September 30, 2011 December 31, 2010 

 ($) ($) 

Balance, at beginning of period 615,471 499,762 

Liabilities incurred on development - 268,694 

Liabilities settled and disposed (2,557) (158,966) 

Revisions (705) (17,199) 

Financing (accretion) expense 18,918 23,180 

Decommission liabilities 631,127 615,471 

 

14. Commitments 

(a) Flow-through share obligations 

On June 1, 2011, the Company issued flow-through shares requiring that $2,251,000 in qualifying 
exploration expenditures be expended by December 31, 2012.  As at September 30, 2011 the 
Company has incurred approximately $1.1 million of qualifying expenditures with approximately 
$1.2 million remaining to be expended. 

(b) Alton Block commitment 

On April 8, 2011 Forent received approval from the province of Nova Scotia, for a new, revised 
exploration agreement for the Alton Block, to April 8, 2014.  As part of this three year renewal the 
Company made the following spending commitments. 

  ($) 

2012  1,350,000 

2013  1,800,000 

2014  3,150,000 

  6,300,000 

 

(c) Beech Hill Block commitment 

On September 19, 2011 the Company relinquished its exploration rights on the Beech Hill block of 
Nova Scotia.  As a result of the Company not continuing its exploration of oil and natural gas 
within the block the Company has forfeited $59,400 of an $110,000 deposit that was held by the 
government of Nova Scotia, with $50,600 being returned to the Company.  In addition, $187,588 
of exploration and evaluation assets were expensed in the period related to prior period 
expenditures that had been capitalized. 

The Company’s management will continue to focus on its Alton block in Nova Scotia and the 
Montgomery, Alberta exploration areas. 
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14. Commitments (continued) 

(d) Office lease 

The Company entered into an office lease that commences September 1, 2011.  The lease is for 
a three year term ending August 1, 2014 and requires the following annual payments made on a 
monthly basis. 

  ($) 

2011  31,992 

2012  129,578 

2013  134,407 

2014  91,751 

  387,728 

 

15. Related party transactions 

The Company enters into various transactions with related parties from time to time.  These 
transactions are entered into under the normal course of operations, non-secured and are to be 
settled in cash.  No provisions for doubtful accounts have been made during the period ended 
September 30, 2011 and 2010 in regards to related parties. 

During the three and nine months ended September 30, 2011 and 2010, the Company had the 
following related party transactions: 

In January 2011 the Company incurred $36,000 to acquire oil and gas equipment from a company 
controlled by a significant shareholder.  Pursuant to the purchase of the equipment the Company 
ended its rental relationship with the significant shareholder’s company and renegotiated a lower 
cost buyout of the pipeline facilities that will be completed on December 31, 2011.  As a result of 
the purchase there were no operating costs relating to pipeline and facility rental fees in the three 
and nine months ended September 30, 2011 (2010 - $25,997 and $79,492).  At September 30, 
2011, there was an outstanding balance of $4,083 (September 30, 2010 - $8,574). 

During the three and nine months ended September 30, 2011, the Company incurred $17,226 
and $50,910 (2010 - $2,422 and $2,422) of operating costs relating to pipeline compressor rental 
fees, respectively, from a company controlled by a board member.  The board member became a 
related party upon acceptance of a board position effective September 1, 2010.  As at September 
30, 2011, there was an outstanding balance of $18,507 (September 30, 2010 – $2,543) owed to 
the related company.  The pipeline and facility rental fees and outstanding balance were incurred 
on facilities that the Company operates with approximately an average 20% working interest.  As 
such, 80% of the gross operating costs and outstanding balances are directly attributed to the 
Company’s joint venture partner, being a large and well funded petroleum producer. 

During the three and nine months ended September 30, 2011 the Company incurred $20,931 and 
$46,889 (2010 - $42,612 and $48,839) for legal services, respectively, with a law firm of which a 
board member is a partner.  As at September 30, 2011, there was an outstanding balance of $435 
(September 30, 2010 – $28,261) owed for legal services. 
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15. Related party transactions (continued) 

Compensation for key management  

Key management includes the company’s directors and executives.  Compensation awarded to 
key management included the following: 

For the period ended, September 30, 2011 September 30, 2010 

 ($) ($) 

Salaries and employee benefits 285,710 265,277 

Share based payments 60,853 58,587 

 346,563 323,864 

 

16. Transition to International Financial Reporting Standards 

The interim financial statements for the period ended September 30, 2011 have been prepared 
under IFRS.  For all accounting periods prior to this, the Company prepared its financial 
statements under generally accepted accounting principles in Canada (“Canadian GAAP”).  The 
Company has prepared reconciliations of equity as at January 1, 2010, September 30, 2010 and 
December 31, 2010 and reconciliations of comprehensive income for the nine months ended 
September 30, 2010 and the year ended December 31, 2010, using the accounting policies in 
note 3 and the following IFRS 1 – “First-time Adoption of International Financial reporting 
Standards” (“IFRS 1”) exemptions:  
 
IFRS 1 is the standard that governs mandatory exceptions and optional exemptions that an entity 
may elect for its transition to IFRS in order to assist the entity with the transition process.  This 
standard is only applicable to the opening balance sheet of the entity on the transition date of 
January 1, 2010.  All adjustments made as a result of adoption of IFRS are offset against the 
Company’s January 1, 2010 retained earnings.  
 
The Company has taken the following exemptions:  
 
Deemed cost election for petroleum and natural gas assets 
 
The Company has development and production assets recognized in the opening IFRS balance 
sheet.  Under IFRS 1, the Company was allowed and elected to deem the value of its petroleum 
and natural gas assets, at the date of transition, based on the historical cost under GAAP.  Assets 
subject to the allocation include exploration and development costs and production equipment and 
processing facilities, excluding undeveloped properties and land. 
 
As a result of electing this optional exemption, petroleum and natural gas assets were allocated to 
appropriate components within each cash generating unit (“CGU”) based on a proration factor 
using discounted cash flows from total proved plus probable reserves at January 1, 2010.  
Additionally, assets were tested for impairment on January 1, 2010, in accordance with IAS 36  
 
“Impairment of Assets”.  The result of the impairment test was a write-down of the Company’s 
petroleum and natural gas assets of $2,175,952. 
 
Exploration and evaluation costs, representing undeveloped land and exploratory well costs were 
recognized on transition at January 1, 2010, based on previously recognized costs, subject to an 
impairment test. 



FORENT ENERGY LTD. 
Notes to Financial Statements (unaudited) 
Three and nine months ended September 30, 2011 and 2010 
 

31 

 

16. Transition to International Financial Reporting Standards (continued) 

 
Decommissioning liabilities included in the cost of development and production 
 
Under GAAP, decommissioning liabilities were discounted at a credit adjusted risk free rate.  
Under IFRS the estimated cash flow to abandon and remediate the wells and fields has been risk 
adjusted; therefore the provision is discounted at a risk free rate, which resulted in a $91,059 
increase to the discounted obligation recognized on the balance sheet.  By using the deemed cost 
election discussed above, the Company was able to measure its decommissioning liability as at 
the date of transition in accordance with IAS 37 “Provisions, Contingent Liabilities and Contingent 
Assets”, and recognize in retained earnings the difference between the re-measured amount and 
the carrying amount of the liability at the date of transition to IFRS determined under GAAP. 
 
Business combinations 
 
Under IFRS 3 – “Business Combinations”, the determination of the fair value of share 
consideration differs from the determination under GAAP.  Any difference in the fair value 
calculation would have a resulting impact on the carrying amount of net assets acquired, non-
controlling interest and any goodwill.  The Company has taken advantage of this election, thereby 
allowing Forent to be exempt from restating business combinations prior to January 1, 2010, the 
transition date to IFRS. 
 
Share based payment transactions 
 
IFRS 2 “Share-based Payments” encourages application of IFRS 2 provisions to equity 
instruments granted on or before November 7, 2002, but permits, by exemption under IFRS 1, the 
application only to equity instruments granted after November 7, 2002 that had not vested by the 
transition date.  For equity settled instruments that were granted and fully vested by January 1, 
2010, IFRS 2 does not need to be applied retrospectively or for cash settled transactions that 
were settled before January 1, 2010.  The Company has elected to take this exemption.   
 
Determining whether an arrangement contains a lease 
 
This exemption permits the Company to avoid retrospective application of IFRIC 4 "Determining 
whether an arrangement contains a lease". This exemption allows a first-time adopter to 
determine whether an arrangement existing at the date of transition to IFRSs contains a lease on 
the basis of facts and circumstances existing at that date, rather than at the inception of the 
arrangement. Therefore any change in the determination of whether an arrangement contains a 
lease can be applied prospectively. 
 
As a result of adoption of IFRS there have been no material changes to the statement of cash 
flows.  
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16. Transition to International Financial Reporting Standards (continued) 

Reconciliation of statement of financial position as at January 1, 2010 
 

 

  
December 31,  

2009 
CDN GAAP 

 
Effect of 

transition to 
IFRS 

 
January 1, 

2010 
IFRS 

 Notes ($) ($) ($) 

ASSETS    

    

Current assets    

 Cash and cash equivalents 1,701,523 - 1,701,523 

 Accounts receivable 667,541 - 667,541 

 Prepaids and other assets 164,315 - 164,315 

Total current assets 2,533,379 - 2,533,379 

    

Non-current assets    

Development and production assets (a), (b) 8,623,201 (3,104,602) 5,518,599 

Exploration and evaluation assets (b) - 1,285,197 1,285,197 

Other long term assets (f) 31,542 (31,542) - 

Total non-current assets 8,654,743 (1,850,947) 6,803,796 

Total assets 11,188,122 (1,850,947) 9,337,175 

    

EQUITY AND LIABILITIES    

    

Current liabilities    

 Accounts payable and accrued liabilities  1,350,454 - 1,350,454 

 Deferred liability (e) - 295,243 295,243 

    

Non-current liabilities    

Decommission obligation (c) 408,703 91,059 499,762 

Deferred income tax liability (d) 738,841 (584,526) 154,315 

Total non-current liabilities 1,147,544 (493,467) 654,077 

Total liabilities 2,497,998 (198,224) 2,299,774 

    

SHAREHOLDERS’ (DEFICIENY)/EQUITY    

    

 Common shares (e) 10,094,720 100,669 10,195,389 

 Warrants 713,781  713,781 

 Contributed surplus (h) 1,166,576 85,045 1,251,621 

 Accumulated deficit 
(a), (c), (e), 

(h) (3,284,953) (1,838,437) (5,123,390) 

Total shareholders’ (deficiency)/equity 8,690,124 (1,652,723) 7,037,401 

Total shareholders’ equity and liabilities 11,188,122 (1,850,947) 9,337,175 
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16. Transition to International Financial Reporting Standards (continued) 

Reconciliation of statement of financial position as at September 30, 2010 

 

  
September 30,  

2010 
CDN GAAP 

 
Effect of 

transition to 
IFRS 

 
September 30, 

2010 
IFRS 

 Notes ($) ($) ($) 

ASSETS    

    

Current assets    

 Cash and cash equivalents 1,754,720 - 1,754,720 

 Accounts receivable 874,881 - 874,881 

 Prepaids and other assets 240,901 - 240,901 

Total current assets 2,870,502 - 2,870,502 

    

Non-current assets    

Development and production assets (a), (b), (g) 11,955,646 (5,159,162) 6,796,484 

Exploration and evaluation assets (b) - 3,089,937 3,089,937 

Other long term assets (f) - - - 

Total non-current assets 11,955,646 (2,069,225) 9,886,421 

Total assets 14,826,148 (2,069,225) 12,756,923 

    

EQUITY AND LIABILITIES    

    

Current liabilities    

 Accounts payable and accrued liabilities  1,794,436 - 1,794,436 

 Deferred liability  (e) - 251,818 251,818 

    

Non-current liabilities    

Decommission obligation (c) 638,073 117,464 755,537 

Deferred income tax liability (d) 820,822 (613,940) 206,882 

Total non-current liabilities 1,458,895 (496,476) 962,419 

Total liabilities 3,253,331 (244,658) 3,008,673 

    

SHAREHOLDERS’ (DEFICIENY)/EQUITY    

    

 Common shares (e) 13,428,834 269,614 13,698,448 

 Warrants 1,436,229 - 1,436,229 

 Contributed surplus (h) 1,386,355 38,321 1,424,676 

 Accumulated deficit 
(a), (c), (e), 

(g), (h) (4,678,601) (2,132,502) (6,811,103) 

Total shareholders’ (deficiency)/equity 11,572,817 (1,824,567) 9,748,250 

Total shareholders’ equity and liabilities 14,826,148 (2,069,225) 12,756,923 
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16. Transition to International Financial Reporting Standards (continued) 

Reconciliation of statement of financial position as at December 31, 2010 

 

  
December 31,  

2010 
CDN GAAP 

 
Effect of 

transition to 
IFRS 

 
December 31, 

2010 
IFRS 

 Notes ($) ($) ($) 

ASSETS    

    

Current assets    

 Cash and cash equivalents 590,609 - 590,609 

 Accounts receivable 2,193,372 - 2,193,372 

 Prepaids and other assets 56,215 - 56,215 

Total current assets 2,840,196 - 2,840,196 

    

Non-current assets    

Development and production assets (a), (b), (g) 13,200,032 (6,627,861) 6,572,171 

Exploration and evaluation assets (b) - 4,685,993 4,685,993 

Other long term assets (f) 185,000 - 185,000 

Total non-current assets 13,385,032 (1,941,868) 11,443,164 

Total assets 16,225,228 (1,941,868) 14,283,360 

    

EQUITY AND LIABILITIES    

    

Current liabilities    

 Accounts payable and accrued liabilities  2,033,103 - 2,033,103 

 Deferred liability  - 585,152 585,152 

    

Non-current liabilities    

Decommission obligation (c) 477,467 138,004 615,471 

Deferred income tax liability (d) 593,727 (548,720) 45,007 

Total non-current liabilities 1,071,194 (410,716) 660,478 

Total liabilities 3,104,297 174,436 3,278,733 

    

SHAREHOLDERS’ (DEFICIENY)/EQUITY    

    

 Common shares (e) 15,356,842 (7,486) 15,349,356 

 Warrants 1,436,229 - 1,436,229 

 Contributed surplus (h) 1,446,384 9,224 1,455,608 

 Accumulated deficit 
(a), (c), (e), 

(g), (h) (5,118,524) (2,118,042) (7,236,566) 

Total shareholders’ (deficiency)/equity 13,120,931 (2,116,304) 11,004,627 

Total shareholders’ equity and liabilities 16,225,228 (1,941,868) 14,283,360 
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16. Transition to International Financial Reporting Standards (continued) 

Reconciliation of earnings and comprehensive income (loss) for the nine months ended 
September 30, 2010 

 

   Nine months 
ended 

September 30, 
2010 

CDN GAAP 

Effect of 
transition to 

IFRS 

Nine months 
ended 

September 30, 
2010 
IFRS 

 Notes ($) ($) ($) 

    

    

Sales and other operating revenues (f) 1,693,933 (143,340) 1,550,593 

Royalties (f) (211,049) 80,556 - 

Total net revenue  1,482,884 (62,784) 1,550,593 

     

Exploration and evaluation expense (b) - 330,477 330,477 

Production and operating expenses (f) 894,063 67,708 961,771 

Depletion, depreciation and amortization (a), (g) 1,294,428 (102,919) 1,191,509 

General and administrative expenses  780,054 (2,742) 777,312 

Share based compensation (h) 219,779 (46,724) 173,055 

Operating profit  (1,705,440) (178,091) (1,883,531) 

     

Finance     

Financing income  (4,303) (6) (4,309) 

Finance costs (c) (12,847) (19,861) (32,708) 

Net finance expenses  (17,150) (19,867) (37,017) 

     

Loss before income tax  (1,722,590) (197,958) (1,920,548) 

Income tax reduction (d) (328,942) 96,107 (232,835) 

Profit and comprehensive income for 

the period  (1,393,648) (294,065) (1,687,713) 
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16. Transition to International Financial Reporting Standards (continued) 

Reconciliation of earnings and comprehensive income (loss) for the three months ended 
September 30, 2010 

 

  Three months 
ended 

September 30, 
2010 

CDN GAAP 

Effect of 
transition to 

IFRS 

Three months 
ended 

September 30, 
2010 
IFRS 

 Notes ($) ($) ($) 

    

    

Sales and other operating revenues (f) 843,006 (69,558) 773,448 

Royalties (f) (91,438) 91,438 - 

Total net revenue  751,568 21,880 773,448 

     

Exploration and evaluation expense (b) - 101,000 101,000 

Production and operating expenses (f) 426,130 21,881 448,011 

Depletion, depreciation and amortization (a), (g) 570,525 (118,455) 452,070 

General and administrative expenses  244,272 (1,966) 242,306 

Share based compensation (h) 58,697 4,270 62,967 

Operating profit  (548,056) 15,150 (532,906) 

     

Finance     

Financing income  293 (22,654) (22,361) 

Finance costs (c) (32,285) 13,776 (18,509) 

Net finance expenses  (31,992) (8,878) (40,870) 

     

Loss before income tax  (580,048) 6,272 (573,776) 

Income tax reduction (d) (62,816) (13,487) (76,303) 

Profit and comprehensive income for 

the period  (517,232) 19,759 (497,473) 
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16. Transition to International Financial Reporting Standards (continued) 

Reconciliation of the statement of changes in equity 

 

  As at January 1, 
2010 

September 30, 
2010 

 Notes ($) ($) 

   

Total equity under previous GAAP  8,690,124 11,572,817 

Recognition of impairment write-downs and revaluation 
of depletion adjustments (a), (g) (1,850,945) (1,775,535) 

Exploration and evaluation expense (b) - (330,477) 

Revaluation of decommissioning liabilities (c) (91,061) (91,061) 

Change in financing expense (c) - 10,384 

Revaluation of flow-through shares (e) (295,242) (251,818) 

  (2,237,248) (2,438,507) 

Tax effect of the above (d) 584,525 613,940 

Total adjustment to equity  (1,652,723) (1,824,567) 

Total equity under IFRS  7,037,401 9,748,250 
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16. Transition to International Financial Reporting Standards (continued): 

 

Explanations of the effect of the transition to IFRS as at January 1, 2010 

The following explains the material adjustments to the statement of financial position as at January 1, 
2010: 

 
(a) Development and production 

Under GAAP, the Company followed full cost accounting for its petroleum and natural gas assets. 
This methodology enabled the capitalization of amounts exceeding those acceptable for IFRS. 
Under IFRS 1 on transition, the Company elected to allocate its full cost pool to its identified 
CGUs and then performed an impairment test. 
 
Under GAAP all oil and gas assets were previously aggregated into one line item.  Under IFRS 
undeveloped lands and mineral rights, and exploratory wells under evaluation have been 
reclassified.  The reclassification resulted in $1,285,167 of exploration and evaluation costs being 
transferred from development and production assets. 
 
Under the transitional election, an impairment test of the Company’s assets was required at a 
CGU level subsequent to the allocation. The Company recognized an impairment write-down of 
$1,850,945 on its petroleum and natural gas assets at January 1, 2010.  The write-downs were 
primarily recognized on its Alberta natural gas producing CGUs that have seen significant 
revisions in their reserve valuations as a result of decreasing natural gas prices in North America.  
Under the full cost pool method of the previous GAAP, the impairment test was conducted on an 
aggregate basis for all of the Company’s oil and natural gas assets, allowing areas with excess 
fair value over the carrying costs to compensate for areas that had carrying costs in excess of the 
fair value. 
 
During the nine months ended September 30, 2010 an impairment of $293,676 was recognized 
on the Company’s assets.  For the three months ended September 30, 2010, an impairment of 
$61,003 was recognized. The impairments reflect the historically low natural gas pricing 
environment and outlook. 

 
(b)  Exploration and evaluation 

IFRS 6 “Exploration and Evaluation of Mineral Resources” requires the separate recognition of 
exploration assets that have not yet established a determinable future value in the form of 
technically feasible and commercially viable reserves. The $1,285,167 of exploration and 
evaluation costs recognized under IFRS on transition at January 1, 2010 represents the 
Company’s interest in undeveloped lands and mineral rights, and exploratory wells under 
evaluation. 
 
In the nine months ended September 30, 2010, the Company recorded $330,477 to exploration 
and evaluation expense in relation to E&E expenditures not expected to be recovered. 
 
During the three months ended September 30, 2010, the Company recorded $101,000 to 
exploration and evaluation expense in relation to E&E expenditures on undeveloped lands. 
 

(c)  Decommissioning liabilities 
The estimated provision for decommissioning liabilities associated with the Company’s petroleum 
and natural gas assets has been adjusted on transition to IFRS. The adjustment reflects the 
application of a risk free rate for the discounting of the liability (based on the underlying assets), 
where previously under GAAP this was measured using a credit risk adjusted rate.   
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16. Transition to International Financial Reporting Standards (continued): 

The adjustment to the discounted decommissioning liability recognized at January 1, 2010 was an 
increase to the liability of $91,059.  Under an IFRS 1 election, this adjustment has been offset 
directly to equity on transition.  The adjustment to the discounted decommissioning liability 
recognized for the three and nine months ended September 30, 2010 were increases of $60,268 
and $117,464, respectively. 
 
Under GAAP the accretion expense was presented as part of the depletion, depreciation and 
amortization expense.  IFRS requires that the expense be presented as a financing cost. 
 

(d)  Deferred taxes 
Under GAAP, the Company has recognized deferred tax assets and liabilities, primarily 
associated with its exploration and evaluation and development and production activities and flow-
through share issuances. 
 
Each of the balances adjusted through equity on transition to IFRS have been tax effected based 
on the Company’s estimated rate of reversal, which approximates 28.5%.  At January 1, 2010 the 
impact to deferred taxes was a decrease in the deferred tax liability of $584,526.  During the nine 
months ended September 30, the cumulative impact on the deferred tax liability was a decrease 
of $613,940.  For the three months ended September 30, 2010, the cumulative impact on the 
deferred tax liability was an decrease of $676,756.  See the reconciliation of equity for 
adjustments that required a tax effect. 
 

(e)  Flow-through shares 
Under GAAP, the aggregate tax effect of all flow-through share renouncements in excess of the 
premium liability associated with flow-through share issuances were recognized as a reduction of 
share capital.  No specific guidance is provided regarding this issue under IFRS; however, it has 
been interpreted that guidance applied under US GAAP is acceptable under IFRS.  Under US 
GAAP, issuance proceeds were disaggregated between the fair market value of the shares issued 
and the premium paid for the renounced expenditures.  A deferred tax liability is accrued upon 
effective date of the renouncement and the deferred tax expense is charged to net earnings rather 
than to share capital.   
 
On transition to IFRS at January 1, 2010, the adjustment recorded related to the 2007 and 2008 
flow-through common shares that were renounced and fully expended, prior to December 31, 
2009, was a credit to common shares of $395,912 and a corresponding debit to retained earnings 
for $395,912.  For the 2009 flow-through share issuance the company debited the common 
shares by $295,242 and credited the flow-through share tax current liability for $295,242, to reflect 
the renouncement liability and corresponding decrease in the common shares at the date of 
transition.  The net effect on the common shares was an increase of $100,669. 
 
During 2010 the Company issued flow-through shares in April and December.  For the nine 
months ended September 30, 2010, the Company maintained the above transition adjustments 
and recorded additional adjustments of a debit to the deferred tax expense of $181,754, debit to 
the flow-through share tax current liability of $295,242 and credited the deferred tax liability 
$476,996. 
 
For the three months ended September 30, 2010, the Company maintained the above transition 
adjustments and recorded the following adjustments.  In addition, the Company issued flow-
through shares in April 2010, resulting in decreasing the common shares by $251,818 and 
crediting the flow-through share tax current liability for $251,818, thereby setting up a flow-through 
liability related to the April 2010 issuance.  
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16. Transition to International Financial Reporting Standards (continued): 

(f)  Other presentation reclassification 
The presentation of royalties under IFRS has changed from previous disclosures under GAAP. 
Previously, royalties were aggregated in a single line and shown as a reduction of total revenue in 
net earnings.  Under IFRS, crown and freehold royalties have been netted from revenues. 
 
Additionally, processing revenues have been presented as oil and gas revenues.  Previously 
processing revenues had been included as an offset to production and operating expenses. 
 
Administrative assets have been reclassified on the balance sheet from other capital assets to the 
property, plant and equipment classification.  There was no change in the depreciation policy as a 
result of the IFRS conversion. 
 

(g)  Depletion, depreciation and amortization 
Upon transition to IFRS, the Company adopted a policy of depleting its petroleum and natural gas 
assets on a unit of production basis over proved plus probable reserves, by depletable CGU.  The 
depletion policy under GAAP was a unit of production over proved reserves in a single pool.  
There was no impact on adoption of IFRS at January 1, 2010, as provided by the IFRS 1 deemed 
cost allocation election.  The changes resulted from the reduction of the Company’s petroleum 
and natural gas asset base and the revised depletion methodology, along with reclassifications. 
 
For the nine months ended September 30, the DD&A expense decreased by $102,919.  The 
change resulted in a decrease of $75,416 in combined depletion and impairments under IFRS, 
offset by $27,503 of accretion not recorded in DD&A and being reclassified to finance expense.  
Amortization of other assets remained the same. 
 
For the three months ended September 30, 2010, the Company’s DD&A decreased $118,455.  
The change resulted in an increase of $103,522 in combined depletion and impairments under 
IFRS, offset by $14,933 of accretion not recorded in DD&A and being reclassified to finance 
expense.  Amortization of other assets remained the same. 

 
 (h)  Share based payments 

Under GAAP, share based payments were recognized as an expense on a straight-line basis 
through the date of full vesting.  Under IFRS, the expense is required to be recognized over the 
individual vesting periods for graded vesting awards.  At January 1, 2010, this change in valuation 
resulted in an $85,045 increase in contributed surplus, and was offset directly to retained 
earnings. 
  
During the nine months ended September 30, 2010, the share based compensation expense 
decreased $46,724 with a corresponding decrease to contribute surplus.  For the three months 
ended September 30, 2010, a decrease in share based compensation expense of $4,270.  The 
changes resulted from the revised valuation methodology with corresponding increases to 
contributed surplus. 
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